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INTRODUCTION 
 Income inequality is one of the most economic challenges facing most countries. 
 
 replicate the study of the financial development and income inequality: A panel 
data (Jauch and Watzka, 2011) in order to shed light on the same phenomenon 
in some developed countries from 1970 to 2019. 
 
 FINDINGS OF THE  PROJECT: will provide insights on the role of financial 
development plays in determining income inequality and distribution in the 
countries included in the sample data set. 
 
 
 • Galor  and Zeria  (1993) 
Benarjee and Newman (1993)  
 
• Greenwood and Jovanovic  
            (1990)  
negative linear relationship between 
financial development and income 
inequality… 
 
 
there is an inverted U-shaped 
relationship… 
LITERATURE REVIEW 
Kuznets (1955) 
the inequality will increase in the first stages of industrialization 
wealthy-born households use bank finances which leads to 
more inequality 
the rural people are moving to bigger cities and their new 
generation is able to benefit from urbanization 
opportunities. 
LITERATURE  
REVIEW 
• Beck, Demirguc-Kunt, and Levin (2004):  confirmed that there 
is a linear negative relation between financial development and 
inequality.    
•  Kappel  ‘The Effects of Financial Development on Income 
Inequality’ (2010):  in high income countries there is a negative 
relation. However, this result was insignificant for low income countries. 
• Kim and Lin (2015): the benefits of financial accessibilities depend 
on the stages of financial development that the country is undergoing. 
LITERATURE  
REVIEW 
EMPIRICAL  ESTIMATION 
Fixed Effect Estimation: 
 
Ginii,t = β0 + β1 ln(FD)i,t + β2 ln(FD)
2
i,t + β3GDPi,t + β4GDP
2
i,t + 
β5Ininfi,t + β6 Agriculturei,t + β7 ln(G)i,t + αi + λt + εi,t 
 
FD:  level of financial development in each country ‚Private Credit by 
Deposit Money Banks and Other Financial Institutions to GDP‛ 
GDPpc and GDPpc squared: checking for Kuznets curve 
Gini_disp: Disposable Income 
Gini_mkt: Marketable Income 
Inf: inflation 
G:  the share of government final expenditure in GDP  
Agriculture: the share of agriculture, forestry, and fishing in value added  
Empirical 
Estimation 
Empirical 
Estimation 
Empirical 
Estimation 
CONCLUSION 
 in contrast to the Kuznets inverted U-shaped curve, inequality decreases in 
the first process of financial development and then increases after 
surpassing a certain development level. 
 Kuznets wrote his work on industrialization period over the 19th and early 
20th centuries. The time period in this paper covers 1970s to 2019 which 
is much later. 
 the rich people may be better able to use bank loans, therefore increasing 
inequality. However, when a country reaches a certain level of 
development, the absolute income level of the poor also increases and they 
are able to benefit from financial facilities and economic growth. 

